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SRI_ LANKA KEY ECONOMIC INDICATORS 


Money values in millions of Exchange Rates 
rupees except where noted SL Rupees per § 1 


1984 1985 
Year End 26.20 27346 
Annual Avg. 25.44 27.16 


% 1986 
1984 1985 Change Proj. 


PRODUCTION AND INVESTMENT 

GDP at Current Factor Cost prices 140 ,039 149,415 175,580 
GNP at Current Factor Cost prices 136 ,638 146 ,005 169 ,860 
Per Capita GNP at Current Prices Rs. 8,759 9,219 40:;550 
GDP at Constant (1982) Prices 104,395 109,570 114,501 
Real GDP Growth Rate (%) S41 5.20 4.5 
Gross Fixed Capital Formation 39,558 41,106 48,070 
Foreign Investment Approvals 998 337 300 


LABOUR, EMPLOYMENT, AND WAGES 

Resident Population (Millions) 1/ 15.6 15.8 
16 2 

Labour force (Millions) 1/ 6.4 6.6 
Unemployment (%) 1/ i 19 
Nominal Minimum Wage Rates % Growth 

-- Agriculture 26 10 
-- Industry & Commerce 3 14 
-- Government 14 


MONEY & PRICES 

M 2 Growth Rate ($%) L7 
Avg. Cost of Living Index( % Growth) 17 
Wholesale Price Index ( @ Growth) 26 


GOVERNMENT FINANCE 

Expenditures 53,592 25 68,575 
--of which Mahaweli Investment 7,056 5,742 3,700 
Revenue Siytak 37,344 -1 39,089 
Budget deficit 15 ,862 29,759 838 29 ,486 


BALANCE OF PAYMENTS (§ MILLION) 

Exports F.O.B. 1,462 1L{320 -10 1,248 
--U.S. Share 280 282 1 270 
Imports. c.,i.f. 1,928 2022 5 1,944 
--U.S. Share 174 L25 -28 120 
Trade deficit -466 -711 53 -696 
Current Account Deficit -257 -571 122 -590 
Gross Tourist Receipts 102 80 -22 69 
Gross Private Remittances 300 295 -2 320 
Foreign Aid Disbursements 344 349 2 

--of which U.S. at 84 8 

Gross External Assets (Year End) 744 676 -9 

External Debt (Year End) 2 S77 3,473 L7 

Debt Service Ratio (%) 2/ 17.5 22.4 ~ 

Terms of Trade (1981 = 100) 139 107 -23 


Main Imports from U.S. (1985) : Wheat ($34 million), Aircraft & Parts 
($33 million), Machinery & Equipment ($9 million) 


Notes: 1/ Estimates, 2/ Includes IMF repurchases 
Source: Central Bank Annual Report, 1985; Public Investment 1986-1990; 
Customs data; Embassy Estimates 





SUMMARY 


Following steadily increasing ethnic violence over the past year--including 
Tamil insurgents' attacks on economic targets--President Jayewardene recently 
convened a Political Parties' Conference to consider new proposals to meet 
Tamil grievances and restore peace. The outcome of this latest attempt to 
find a long-term solution to the ethnic conflict between the Sinhalese 
majority and the Tamil minority--still fraught with uncertainty-- will 
dominate the political and economic scene for the foreseeable future. 


The economic outlook is less favorable this year, not only because of the 
disruptive effects of the insurgency, but also because the precipitous fall in 
world tea prices is exacerbating long-standing structural imbalances in public 
finance and external accounts. Economic growth, which averaged over five 
percent for the past five years, is estimated at 4.5 percent in 1986. The 
national budget, already under pressure from the ambitious capital development 
program, will be further strained by soaring defense expenditures. As a 
result, inflation, which was close to zero in 1985, is expected to accelerate 
to around 12 percent. The long-term structural imbalance in Sri Lanka's 
external accounts--a weak export base unable to finance imports required for 
an expanding economy--has resurfaced, bringing increases in the trade and 
current account deficits, the external debt, and the debt service ratio. The 
most important challenges in the years ahead, apart from solving the festering 
ethnic conflict, will be expansion of exports, reduction of government claims 
on resources, stimulation of the private industrial sector, and repayment of 
the mounting external debt. 


Relations between Sri Lanka and the United States are excellent. The United 
States is now Sri Lanka's largest export market, a result of the expanding 
garment industry, and in fourth place as a supplier, primarily of wheat, 
aircraft products, and machinery and equipment. Sri Lanka's per capita 
development aid from the United States is the highest in the region, 
concentrated primarily in the agricultural sector. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Political Setting: Over the past year, the frequency and intensity of ethnic 
violence has escalated, with an increasingly disruptive impact on the 
economy. Economic growth is estimated at 4.5 percent this year, the lowest 
level since 1977. Despite a favorable paddy harvest, disruptions in milling 
and transport in the north and east reduced the amount of rice available to 
consumers, necessitating higher imports. Coastal fish has for some time been 
in short supply in local markets, largely because of the northern security 
cordon. Development projects in areas affected by insurgent activities have 
for the most part been suspended. In the past year, the Tamil separatists 
also began to include economic targets in their attacks. Since December 1985, 
when the Tamil Eelam Army threatened to poison Sri Lankan tea with cyanide, 
Colombo tea prices have fallen below the already depressed world price. In 
April, the insurgents embarked on a series of bombings that badly damaged an 
oil depot, an Air Lanka Tristar, a bottling plant and a cement factory, 
causing further setbacks to tourism and investment. Mounting defense 
expenditures will absorb at least 12 percent of the budget, stimulating the 
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fiscal deficit and reducing resources available for development. Last, but by 
no means least, the escalating ethnic conflict now absorbs most of the time 
and attention of high-level government officials, leaving important economic 
policy issues unresolved. 


In mid-1986, the government proposed new measures for devolution of power, 
intended to deal with Tamil grievances and thus bring the ethnic conflict to 
an end. The Government of India, which is assisting the peace process through 
its good offices, has commended the proposals to the Tamil politicians and 
militant activists, and they are currently under consideration by political 
parties and Tamil groups in Sri Lanka. Because the outcome of this process 
will be critical for future political and economic trends, projections at this 
juncture are necessarily provisional. 


Prospects for Economic Growth: In 1985, GDP maintained its five percent 
growth rate, primarily as a result of an impressive 10 percent increase in 
rice production which more than offset the weak performance of industry and 
services. Because of the uncertain security situation, depressed commodity 
prices, and the relatively long gestation period for infrastructure projects, 
the Government's Public Investment Plan for 1986-90 projects that real growth 
over the next five years will average 4.4 percent, somewhat less than the 5.3 
percent average achieved in 1980-1985. The following table shows the 1985 
results and official Sri Lankan Government growth targets for 1986-1990. 


Percent of Real Projected 
Real GDP Growth Real Growth 
in 1985 in 1985 1986-1990 


Agriculture, Forestry, 

Fishing 26 8.6 
--Tea (2.5) (2.9) 
--Rubber (0.8) (-3.1) 
--Coconut (3.5) (52.3) 
--Paddy (6.2) (10.0) 
Mining and Quarrying 2 
Manufacturing 15 
Construction 7 
Services 50 


Total GDP 100 


Source: Central Bank Annual Report 1985 and Public Investment Plan (1986-1990) 


Since 1977, the virtual explosion in paddy output has been a major factor in 
agricultural sector growth. From 1.3 million metric tons in 1976, paddy 
production more than doubled to an estimated 2.7 million metric tons in 1985, 
a record high. The increase in average yield per acre is equally impressive, 
from 939 kgs. in 1976 to 1,377 in 1985. Flooding in the first half of 1986, 
combined with ethnic violence in some of the major paddy growing areas, have 
brought production estimates down to 2.4 million metric tons this year. 
Because security problems in the country are also affecting rice milling and 
distribution, the Government currently plans to import around 240,000 metric 
tons of rice to assure sufficient supplies and stocks. 
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The tree crop sector--tea, rubber and coconuts--plays a leading role in Sri 
Lanka's economy as a major contributor to export earnings, budgetary revenue, 
and employment. Since the early 1960's, this sector has stagnated, primarily 
because government policies discouraged investment. After the sweeping 
nationalization measures of 1972, politicization of estate management also 
took its toll. A five-year program, with an investment cost of $212 million, 
is currently under way to increase output, upgrade quality, and improve 
management in the state-owned estates. The foreign exchange costs will be 
funded primarily by the World Bank and Asian Development Bank. 


In terms of output, 1985 was an excellent year for tea and coconuts, mainly 
because of favorable weather conditions. However, world market prices for all 
three tree crops fell sharply from their buoyant levels of 1984, resulting in 
reduced foreign exchange earnings and lower producer margins. Tea has been 
particularly hard hit. Prices continued to decline through the first half of 
1986, and most estates are now selling at below production costs.. Tea estates 
in the central part of the country were also affected by inclement weather and 
intermittent security problems in the first half of the year, portending a 
decline in output. Since both rubber and coconut production will, at best, 


equal their 1985 performance, the tree crop sector will contribute little to 
1986 growth. 


Manufacturing grew by only five percent in 1985. Although the private sector 
again turned in a star performance, with a 20 percent increase in output, 
public sector production fell by six percent. The Ceylon Petroleum 
Corporation's (CPC) biennial maintenance shutdown was an important factor in 
the public sector decline, since the CPC accounts for almost two-thirds of 
state industrial output. In addition, corporations which have some or all of 
their operations in the north were adversely affected by the insurgency. The 
shutdown of some perennial loss-making operations, such as the fertilizer 
corporation and a division of the steel company, also adversely affected 
public sector output. The major boost to the private sector again came from 
the textile and apparel industry, despite quotas and other restrictions in 
major export markets. Construction, which has been sluggish in the last few 
years, grew only marginally in 1985. 


Since the CPC will be operating without a shutdown in 1986, public sector 
performance should improve this year. With the depreciation of the rupee 
vis-a-vis European currencies, the textile industry may be able to sustain its 
growth rate by gaining more European markets. On the other hand, in the 
absence of a political settlement of the Tamil insurgency, growing security 
problems and particularly the recent attacks on factories are increasingly 
likely to affect industrial production. The outlook for construction is 
mixed. The depressed hotel industry and the Accelerated Mahaweli Project, 
which have been major customers of the construction industry in past years, 
will contribute little to demand this year. If political stability returns, 


however, rehabilitation activities could improve prospects for construction 
companies. 


Services, the major contributor to growth in the past few years, did not do 
well in 1985. Trade, which accounts for one-fifth of GDP, was adversely 
affected by the decline in exports. Transport activities throughout the 
country expanded only moderately, and declined in areas affected by the 
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insurgency. With the commissioning of the final stage of Victoria (70 MW) and 
the first stage of Kotmale (134 MW) hydro-electric projects, hydro-power 
capacity expanded to 746.25 MW in 1985. Increased installed capacity and full 
reservoirs were the main factors contributing to increased power generation. 
Tourism, on the other hand, continued on the downward slide begun in July 
1983. Tourist arrivals, at 257,456 in 1985, were 19 percent lower than in 
1984, and 37 percent below 1982, the peak year for tourism. 


The 1986 outlook for services is mixed. Public administration will certainly 
grow because of the burgeoning defense budget, and commissioning of the 
Randenigala hydro-power plant will give a further boost to utilities. 
However, prospects for trade, transport and tourism are not propitious. 
Tourism, more than any other industry, will be affected by the security 
situation. The encouraging trend of increased arrivals in the first few 
months of the year came to an abrupt halt in May, with the widely publicized 
Air Lanka Tristar bombing and subsequent attacks on installations in Colombo. 
Higher incidences of violence in the north and east have depressed trade and 
transport still further in these areas. 


Investment: Since the 1977 economic liberalization, gross domestic investment 
has been relatively high, averaging around 27 percent of GDP. Foreign aid 
finances the bulk of public investment, of which the Accelerated Mahaweli 
Program and the public sector housing program are centerpieces. The 
Investment Promotion Zone (IPZ)--popularly known as the Free Trade Zone--was 
created in 1978 to promote export-oriented foreign investment and create new 
employment opportunities. It has been most successful in building a dynamic 


textile and apparel export sector. In fact, almost two-thirds of the 

factories in the Zone are producing garments, and they account for around 
three-quarters of the IPZ's export earnings and employment. Outside the IPZ, 
approximately 40 percent of foreign investment approved by the Foreign 
Investment Advisory Committee (FIAC) since 1977 flowed to the tourist industry. 


In 1985, although public investment increased somewhat as the Mahaweli and 
other infrastructure projects progressed, private investment--both foreign and 
domestic--continued to decline. FIAC approvals, at Rs. 746 million, were 
about half the already reduced level in the previous year. The number of FIAC 
approved projects, which averaged well over 100 annually in the early 1980s, 
fell to 54 in 1985. In the IPZ, only 13 projects with an expected investment 
potential of Rs. 286 million were approved. This compares with an annual 
average of 30 projects and Rs. 1.5 billion in investment approved during the 
1978-1983 period. The most important disincentives for investment appear to 
be the unsettled security situation, high real interest rates, and excessive 
red tape involved in investment approval. 


Budget: Since the introduction of the economic revitalization program in 
1977, Sri Lanka has been plagued by a chronic and expanding budget deficit. 

In addition to the ambitious capital development program, consumption 
subsidies, transfers to inefficient public corporations, and, more recently, 
rising defense expenditures have contributed to high levels of public 
spending. In 1985, the budget deficit soared to 20 percent of GDP from 11 
percent the previous year. Expenditures exceeded original estimates by around 
Rs. 6.3 billion because of unforeseen defense outlays and public corporation 
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losses, while the precipitous drop in world tea prices caused tea revenues to 
fall by almost Rs. 2 billion vis-a-vis 1984. As this loss was only partially 
offset by increased income taxes and import duties, total collections did not 
quite reach the level set in 1984. 


The following table shows recent trends: 


Budget 1984 1985 1986 
(Rs. million) (Proj) 


GDP at current factor costs 140,039 149,415 175,580 


Budget expenditures 53,592 67,103 68,575 
--as percent of GDP 38 39 


Defense expenditures 2,464 8,300 
--as percent of budget 5 12 
--as percent of GDP 2 3 


Budget revenue 37,731 39,089 


Overall budget deficit 15,862 29,759 29,486 
--as percent of GDP 1] 20 17 


Debt repayment 2,229 6,709 Bytss 


Net cash deficit 13,633 23,050 22,351 
--as percent of GDP 10 15 13 


Source: Central Bank of Ceylon and Embassy estimates 


For 1986, the Government projects that improved budgetary management will 
reduce the overall deficit to 17 percent of GDP. This clearly will depend 
upon several variables, first and foremost the security situation. Parliament 
has already approved supplementary appropriations of Rs. 2.5 billion for 
defense and flood relief, and an additional Rs. 2 billion for defense is under 
discussion. Another unknown is the extent to which public enterprises will 
require budgetary support this year. Air Lanka is certain to receive 
substantial transfers from the Treasury because of a dramatic loss in 
passengers since the May Tristar bombing. As long as commodity prices remain 
depressed, revenues from tea, rubber and coconuts will show little or no 
increase. And the north is now a total loss for government collections. On 
the other hand, the drop in petroleum prices should bring a windfall gain for 
the Treasury, provided consumer prices remain at current levels. The 
projected Rs. 29.5 billion deficit will be financed by a combination of 
foreign aid, provident fund borrowing, and commercial bank lending. 


Because of the cumulative effect of deficit financing, not only has public 
debt risen to 82 percent of GDP, but debt service payments have become the 
single largest expenditure item in the budget. In 1986, interest and 
amortization payments will swallow a whopping 24 percent of projected 
outlays. Defense expenditures now stand in second place, at 12 percent. The 
Mahaweli Ministry, which until recently captured the lion's share of 
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expenditures, has dropped to fourth place, behind education, now that the 
Victoria, Kotmale and Randenigala dams are completed. 


Money Supply: The expansionary fiscal policies accompanying the 1977 economic 
liberalization also caused an explosion in monetary aggregates. M2, the broad 
money supply, rose at an annual average rate of 21 percent from 1978-1985 
because of both public and private sector demand for credit to finance 
investment. Since 1984 when the Central Bank imposed credit ceilings, raised 
reserve ratios and began issuing Central Bank securities to mop up excess 
liquidity, the rate of increase has decelerated. In 1985, M2 rose by 11 
percent, still higher than desirable in Sri Lanka's economic circumstances but 
a considerable improvement over 17 percent in 1984 and 22 percent the previous 
year. Despite the outflow of reserves to finance the balance of payments 
deficit, the contractionary impact on the money supply was more than offset by 
expansionary government borrowing. 


Since restraining inflationary pressures remains a high Government priority, 
the existing monetary restrictions are likely to remain in place for the 
foreseeable future. Perhaps because private sector credit demand has been 
slack, due to political uncertainties and tight credit measures, commercial 
banks are still highly liquid and have gradually reduced lending rates by 
several percentage points. Primarily because of expected public sector 
borrowing, monetary expansion (M2) is estimated at around 13 percent for 1986. 


Inflation: One of the brightest spots in 1985 economic performance was a 
marked deceleration in consumer prices. Despite the relatively high monetary 
expansion, both the average and December-to-December CPI increases reached 
only two percent, the lowest inflation rate since 1977. The main factor was 
an exceptionally good harvest, which caused food prices to decline from the 
high levels of 1984. A return to double digit inflation is expected in 
1986--the CPI rose four percent in the first four months--as a consequence of 
the expansionary budget, less favorable weather conditions, continued 
depreciation of the rupee, and some increase in administered prices. 


Employment: A major goal of the 1977 economic revitalization was to generate 
sufficient jobs to reduce the high rate of unemployment--estimated at 22 
percent--to a more sustainable level. The opening of employment opportunities 
in the Middle East, the rapid growth of the Free Trade Zone, the development 
of a thriving tourist industry, and the massive foreign aid-financed public 
investment program, all contributed to an impressive drop in unemployment to 
around 14.5 percent by 1982. Unfortunately, since 1983 all sectors that 
provided significant new employment, including the Middle East, have had a 
much lower potential for generating new employment. Tourism has declined 
appreciably because of the separatist insurgency, private sector investment 
has stagnated, and the public sector has introduced stringent hiring controls 
as part of its fiscal austerity program. As a result, unemployment is on the 
rise. By 1985, it was estimated at 1.1 million, or 21 percent of the labor 
force, with a much higher rate for the 19-35 age group. Under current 
circumstances, this trend is likely to continue for the foreseeable future, 


with the potential for very disruptive consequences, economically, politically 
and socially. 
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Balance of Payments: Despite Sri Lanka's impressive economic growth since 
1977, the structural imbalance in its external payments remains and is a major 
constraint on longer term development. From 1978-1985 only 60 percent of 
imports were financed by export earnings, forcing the Government to finance 
large current account deficits with foreign debt. Although much of this was 
concessional aid, enough has been on commercial terms to bring the debt 
service ratio to 22.4 percent in 1985 and an estimated 27 percent by 1986. 


Sri Lanka's export base is still heavily dependent upon traditional commodity 
exports of tea, rubber and coconuts, which accounted for half of total exports 
in 1985. Because of the vagaries of world commodity prices and lackluster 
production over the last decade, tree crop exports have stagnated. The one 
dynamic non-traditional export is apparel, which now accounts for 22 percent 
of export earnings, second only to tea. However, because of the political 
sensitivity of textile imports in industrialized consumer countries, their 
potential for further expansion is also limited. 


The following table shows the structure of Sri Lanka's foreign trade in 1985: 
(Rs. million) 


Exports Imports 


Tea 11,997 Petroleum 10,715 
Textiles and garments 7,770 Machinery & equipment 6,128 
Petroleum products 3,887 Textiles & textile 
Coconut 2,880 materials 5,354 
Rubber 2,724 Wheat 3,879 
Minor agricultural Transport equipment 3,024 
products 1,020 Electrical machinery 2,305 
Gems and jewelry 895 Sugar 1,904 
Marine products 484 Rice 185 
Other 3,378 Other 15,674 


Total 35,035 Total 49,168 
Source: External Trade Statistics, Sri Lanka Customs 


The balance of payments deteriorated markedly in 1985. Primarily because of 
plunging tea prices, exports decreased by 10 percent, the current account 
deficit almost doubled, and the overall balance shifted from a $297 million 
surplus to a $112 million deficit. Rising defense expenditures and higher 
food purchases caused imports to increase by five percent. Services also 
contributed more than usual to the deficit, as declining inflows from tourism 
were outstripped by higher outflows for debt servicing. Remittances from Sri 
Lankan emigrants declined for the first time in several years--a reflection of 
economic stagnation in the Middle East--but were still the second largest 
source of foreign exchange earnings. The $571 million current account deficit 
was financed by a combination of foreign aid, supplier's credits, commercial 
borrowing, and IMF drawings, in addition to the drawdown in reserves. 


The balance of payments outlook for 1986 is even gloomier because, halfway 
through the year, the price of Sri Lankan tea is still well below its 1985 
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average, probably due to the combination of lower Middle East demand, the 
militants' threat to poison Sri Lankan tea, and poor weather conditions in the 
early part of the year. Earnings from tea exports fell by 40 percent during 
the first four months of 1986. Although textile and garment exports should 
improve in European markets as the rupee devaluation takes effect, growth in 
the important U.S. market will continue to be constrained by quotas and 
countervailing duties. On the import side, purchases of defense items and 
rice are rising while the oi] import bill will fall, perhaps by as much as 
$200 million, because of plunging crude oil prices. Assuming some recovery in 
tea prices in the latter half of the year, the 1986 trade deficit is estimated 
at $696 million, slightly lower than in 1985. Tourist receipts are expected 
to decline still further as a result of the decline in arrivals since May. 
Although gross reserves now cover only three months of imports and net 
reserves are around zero, foreign aid commitments and disbursements continue 
at relatively high levels. Therefore, Sri Lanka should be able to finance the 
bulk of its current account deficit through non-commercial sources over the 
next few years, provided imports are held to marginal or zero growth. The Sri 
Lankan Government received pledges of close to $700 million in foreign aid for 
1986 at the recent annual Aid Donors' Meeting. Sri Lanka has also applied to 
the International Monetary Fund for a three-year Structural Adjustment 
Facility (SAF) of approximately $100 million. Since the SAF is contingent 
upon approval of a structural adjustment program, the first tranche will 
probably not be available before the end of the year. 


Exchange Rate Policy: Sri Lanka has a "managed floating" exchange rate 
policy, whereby the Central Bank determines spot buying and selling rates for 
a basket of currencies on a daily basis. Because of its important role in 
foreign trade, the dollar has a heavy weight in the basket and, in practice, 
the rupee is closely linked to the dollar's movements. The rupee has not 
depreciated commensurate to domestic inflation since 1978, when the rate was 
set at a realistic level as part of the economic revitalization program. Thus 
it is generally considered overvalued in relation to most major currencies, 
although by how much is still a matter of debate. The strong rupee has played 
a role in dampening inflationary pressures and staving off demands for higher 
wages, but it. has also exacerbated the sluggish export growth by eroding the 
competitiveness of Sri Lanka's export and import-substituting industries. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


General: The most notable economic policy changes introduced in 1977 were a 
dismantling of extensive price, import and foreign exchange controls; 
rehabilitation of infrastructure through massive flows of foreign aid; and 
encouraging foreign economic contacts in the form of trade, aid, tourism and 
investment. The present government appears committed to open trade principles 
and is unlikely to reintroduce quantitative import controls of the past. 
Nonetheless, since the extensive tariff revisions in 1984, there have been no 
significant moves towards increased liberalization. Furthermore, strong 
domestic pressures remain for increased protection for local industries, 
es since the overvalued exchange rate gives imports a competitive 
edge. 
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Bilateral relations between Sri Lanka and the United States are excellent and 
mutually beneficial. Because of the critical importance of foreign trade and 
investment to its economic development, Sri Lanka now considers the United 
States, the OECD countries and Japan her natural partners in the economic 
arena. 


Bilateral Trade: The United States continued as the main destination for Sri 
Lanka's exports in 1985, accounting for 22 percent of total exports, nearly 
four times greater than the country's second most important overseas market, 
the United Arab Republic. Once again, textiles and garments captured the 
lion's share, accounting for 75 percent of total exports to the United States 
($212 million), a three percent increase vis-a-vis 1984. Tea, the second 
major export item to the United States, dropped by 18 percent in 1985, but 
coconut, rubber, gems and jewelry, ceramic products, graphite and footwear 
exports were up over the previous year. 


Imports from the United States during 1985 totalled $125 million, a 28 percent 
drop vis-a-vis 1984. The main import item from the United States was wheat, 
which accounted for 27 percent of the total but decreased by 24 percent when 
compared to the previous year. All U.S. wheat exports to Sri Lanka were 
financed by the PL-480 program in 1985. In early 1986, the U.S. Department of 
Agriculture approved an Export Enhancement Program for Sri Lanka that will 
support commercial sales of 125,000 metric tons of wheat. Aircraft and parts, 
the second major item, accounted for 26 percent of total imports and increased 
by 22 percent due mainly to helicopter sales. Imports of excavating 
equipment, lifting and loading equipment, paper products and printed matter 
rose while imports of fertilizers and pharmaceuticals fell. 


Trade Opportunities: With a population of 16 million and a per capita income 
of approximately $340, Sri Lanka does not offer a particularly large market 
for U.S. exports. Nonetheless, as a growing, open economy, Sri Lanka's demand 
for imports can be expected to expand steadily, if slowly, in the coming 
years. Imports of goods and non-factor services in real terms are projected 
to grow at two percent per year during 1986-90. 


Although food and petroleum imports are not expected to increase during the 
next few years, demand for intermediate goods should grow fairly rapidly. 
Given Sri Lanka's limited resource base, any significant increase in economic 
growth and non-traditional exports will likely bring a commensurate expansion 
in imported intermediate inputs. Growth in consumer goods imports will be 
moderated by exchange rate depreciation and credit policies. 


Several large capital development projects could open up attractive 
opportunities for U.S. engineering, construction and consulting firms, such as 
the proposed coal-fired power plant and the proposed airport runway (both at 
Trincomalee), a single point buoy mooring system (of which Stage I of the 
project has been awarded to a U.S. company (IMODCO)) and related facilities at 
the Colombo port, the aquaculture project financed by the Asian Development 
Bank, a World Bank-financed dairy project, and the Sevenagala sugar project. 
Other projects being financed by international financial institutions which 
may prove of interest to U.S. firms include the following: water supply and 
sanitation, municipal management, health and population, and two industrial 
development projects. 
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In addition, since the government announced its intentions last year to 
privatize the telecommunications sector, even greater demand for 
telecommunications-related equipment can be expected in the coming years. To 
date, most expansion in the telecommunications sector has been financed by 
foreign aid. 


The Embassy has identified the following products as having the best potential 
for additional U.S. sales to Sri Lanka during the next few years, provided 
U.S. firms make a concerted effort to capture these markets: 


A) Automated data processing and business equipment 

B) Agricultural equipment and related products 

C) Telecommunications equipment 

D) Security equipment 

E) Food processing and packaging equipment 

F) Chemicals, pharmaceuticals and laboratory equipment 
G) Power generation equipment 

H) Hospital and medical equipment 


The Embassy is currently scheduled to stage a U.S. laboratory and scientific 
instrumentation video catalog show in January 1987 and a similar exhibition on 
U.S. computer and peripheral/software in April 1987. 


Investment: The Government is actively seeking to attract more foreign 
investment to Sri Lanka, particularly in areas which will generate high 
employment, make use of Sri Lankan resources to the greatest extent possible, 
and result in a transfer of technology and managerial expertise. Agro-based 


industries, food and rubber processing, electronics, wood products and 
mineral-based industries have been identified as areas of investment that are 
both promising and desirable. As part of its Mahaweli rural enterprise 
development program, the Mahaweli Ministry has recently opened the Employment, 
Investment and Enterprise Development Office (EIED), partly financed by the 
U.S. Agency for International Development, to promote joint ventures in 
agri-business. 


Foreign investments in Sri Lanka fall under either the jurisdiction of the 
Greater Colombo Economic Commission, which administers the Free Trade Zone, or 
the Foreign Investment Advisory Commission (FIAC). These two organizations 
are sponsoring an investment mission to the United States to attract potential 
investors to Sri Lanka, tentatively proposed for spring 1987. 


Sri Lanka and the United States signed a bilateral tax treaty in March 1985 
which will provide relief from double taxation of income derived in either of 
the two contracting states. The treaty has been ratified by the Sri Lankan 
Government but is not expected to be considered by the U.S. Senate for 
ratification until later this year. In addition, the United States is 
negotiating a Bilateral Investment Treaty (BIT) with Sri Lanka which, if 


successfully concluded, would be an added incentive for U.S. investment in Sri 
Lanka. 








